We decompose the returns differential between U.S. portfolio claims and liabilities into the composition, return, and timing effects. Our most striking and robust finding is that foreigners exhibit poor timing when reallocating between bonds and equities within their U.S. portfolios.
Introduction
The year 2007 proved to be a volatile one for financial markets. It was also a year during which foreign net purchases and foreign net sales of U.S. equities each reached record monthly levels. The record foreign net purchases occurred in May, and were followed by declines in the S&P500 of 1.7 percent in June and 3.1 percent in July. The record foreign net sales occurred in August, and were followed by a 3.7 percent increase in the S&P500 in September. In October foreign investors once again piled into U.S. equities; as before, the S&P500 fell the following month, losing 4.2 percent. So 2007
could not have been a happy year for foreign investors in U.S. equities. On top of a 9 percent dollar depreciation against major currencies, foreigners showed extremely poor timing in their equity purchases and sales-they were net buyers when the market was about to fall and net sellers when the market was poised to rise.
In this paper we investigate the impact of market timing-specifically, reallocation among portfolio asset classes-on the performance of foreign investors in the United States compared to that of U.S. investors abroad. Focusing on bond and equity portfolios, we calculate the returns differential between what U.S. investors earned on their foreign positions ("U.S. claims") and what foreign investors earned on their U.S.
positions ("U.S. liabilities"). We decompose the returns differential into three components: the composition, return, and timing effects. The first two-the composition and return effects-capture average characteristics of U.S. claims and liabilities. The composition effect is positive if U.S. claims on foreigners are weighted toward asset classes with higher average returns. The return effect is positive if U.S. investors earned higher average returns within each asset class. The third effect, timing, is driven by reallocations among different asset classes and captures the covariance between current weights and subsequent returns. A positive covariance between current asset weightsthemselves the outcome of a passive buy-and-hold strategy or active trading-and subsequent asset returns means that portfolios are correctly positioned to capture subsequent returns. If portfolio weights and subsequent returns covary more positively in U.S. claims than in U.S. liabilities, the timing effect is positive.
Understanding the sources of the returns differential is important for several reasons. As pointed out by Lane and Milesi-Ferretti (2005) , the U.S. gross external claims and liabilities positions are so large that even a small returns differential has significant implications for the U.S. net international investment position. Also, understanding the components of the returns differential may help researchers evaluate its persistence and role in the sustainability of global current account imbalances.
Furthermore, documenting the dynamics of gross asset class allocation is relevant to the growing literature on portfolio dynamics in open economy macroeconomics (Engel and Matsumoto (2006) , Devereux and Saito (2006) , Tille and Wincoop (2007) ). Finally, evaluating the timing ability of foreign investors contributes to the literature on information asymmetries between foreign and domestic investors (Dvorak (2005) , Choe, Kho and Stulz (2005) , Brennan et al. (2005) ). 1 Our paper differs from existing work in two important ways. First, while the composition and return effects have been studied (e.g., Gourinchas and Rey (2007) ), the role of timing in the returns differential has not. Our decomposition, which is inspired by 1 Our study is related to the empirical literature on international capital flows, which includes (but is not limited to) Tesar and Werner (1994) , Brennan and Cao (1997) , Taylor and Sarno (1997) , Chuhan et al. (1998) , Montiel and Reinhart (1999) , Froot et al. (2001) , Bekaert et al. (2002) , Griffin et al. (2004) , Portes and Rey (2005) , Richards (2005) , Edison and Warnock (2008) , and Warnock and Warnock (2008). performance evaluation techniques from the finance literature (Grinblatt and Titman (1993) ), enables us to separate the effect of average portfolio characteristics (such as the composition and return effects) from market timing, and to evaluate the role of timing in the returns differential. The second way our analysis differs from previous work is that we use information from actual bond and equity portfolios. Earlier work on the composition and return effects uses implied returns from datasets that Curcuru, Dvorak and Warnock (2008) and Curcuru, Thomas, and Warnock (2008) show are internally inconsistent. In contrast, we use monthly data on the country and asset class composition of U.S. portfolio claims and liabilities from January 1994 to June 2007. By matching country and asset class weights to corresponding total market returns (and by being careful with, for example, the currency composition by asset class and country), we are able to obtain accurate estimates of the returns differential and its underlying components. Data on bilateral positions also have the advantage of allowing us to distinguish differentials by country, which can shed additional light on factors that are behind our main results. 2 We find that the timing of reallocations among equities and bonds is a quantitatively and statistically important component of the overall returns differential.
Specifically, we find that foreign investors in the United States exhibit poor timing, tending to have a relatively high equity weight when U.S. equity prices have already peaked and a relatively low equity weight when U.S. equity prices are poised to rise. In contrast, the foreign timing of U.S. investors is statistically indecipherable from zero. On 2 It should be noted at the outset that by focusing on high quality data on bond and equity portfolios, we are necessarily excluding foreign direct investment (FDI), another important component of cross-border positions. With FDI included the overall differential is somewhat larger (Curcuru, Dvorak, and Warnock 2008; Curcuru, Thomas, and Warnock 2008). net, the difference between the timing effects of foreign investors in the United States and U.S. investors abroad adds over one-half percentage point per year to the overall annual returns differential.
We also differentiate between two underlying components of the timing effect, active trading and the more passive failure to reallocate after the portfolio's composition is altered by valuation changes. The more active component-the trading effect, a widely accepted metric of portfolio performance originated by Grinblatt and Titman (1993)- summarizes whether investors shifted their investments into asset classes that subsequently rise in value. We find systematic evidence that active trading plays an important role in the poor timing of foreign investors in the United States over our 162-month sample period. In contrast, we do not find that active trading significantly impacts U.S. investors' returns abroad.
We perform a number of robustness checks. First, we examine whether our results are driven by the accumulation of U.S. bonds by foreign official institutions, in particular the governments of emerging market countries. We find that this is not the case. The results are, in fact, much stronger for developed countries and carry through to private foreign investors. An examination of the foreign timing of individual countries shows that it is precisely the rich developed countries that are behind the poor foreign timing result. Many developed countries, especially from Europe, exhibit statistically significant poor timing in shifting between U.S. equities and U.S. bonds. Finally, poor timing by foreign investors appears persistent and statistically significant across different subsamples. In contrast, all other terms in our decomposition (the composition and return effects and U.S. timing abroad), as well as the overall differential, are sometimes negative, sometimes positive, and usually indistinguishable from zero.
The paper proceeds as follows. In the next section we discuss the underlying data on international portfolios and returns characteristics. In Section 3, we decompose the returns differential into the composition, return, and timing effects; examine these effects by type of investor and country; and then further decompose the timing effect into its active and passive components. In the conclusion (Section 4) we summarize and briefly discuss some possible reasons for poor foreign timing.
Characteristics of U.S. Portfolio Claims and Liabilities
Our technique to form portfolio returns is as in Curcuru, Dvorak, and Warnock (2008) : Observe monthly portfolio weights and then calculate one-month returns using indexes that mimic (to the extent possible) the composition of those portfolios. In this section we describe the underlying data as well as the characteristics of the resulting bilateral bond and equity positions and within-asset-class returns.
Positions
We use the highest quality dataset available on the monthly portfolio bond and equity investment positions of U.S. investors abroad and foreign investors in the United States. A description of the technique used to construct the monthly positions data is in Bertaut and Tryon (2007) . Briefly, monthly bilateral investment positions are constructed using two types of data reported by the Treasury International Capital Reporting System (TIC): infrequent but highly accurate benchmark surveys of holdings (both foreign holdings of U.S. securities and U.S. holdings of foreign securities) and net monthly transactions (both net purchases of U.S. assets by foreigners and net purchases of foreign assets by U.S. residents). Bertaut and Tryon (2007) , building on a technique originated in Thomas, Warnock, and Wongswan (2006) , bring these data sources together to produce high-quality estimates of monthly positions of U.S. claims and liabilities. The data cover portfolio investment in long-term securities, specifically debt instruments with greaterthan-one-year original maturity ("bonds") and equities.
Two features of our dataset should be noted. One, we include only those countries for which we have at least fifty monthly observations for both equity and bond returns between January 1994 and June 2007. This leaves us with 19 developed countries and 17 emerging markets. These 36 countries make up most of U.S. portfolio investment abroad as well as most foreign investment in the United States.
3 Two, the TIC data distinguish between private and official positions only at the aggregate level, so our country-level analysis groups together official and private investors. We recognize that foreign official purchases of U.S. assets may occur for reasons other than mean-variance optimization.
Except for Japan, private positions dwarf official holdings in developed countries, but for emerging market countries official positions are likely to be more important. In robustness checks we delve further into this issue.
Returns
The monthly bilateral positions dataset provides time-varying portfolio weights.
To calculate one-month returns we must select return indexes that mimic (to the extent holdings in that country. The average weight of each country in U.S. foreign equity and bond portfolios and the average returns on each country's equities and bonds appear in Table I .
Our sample period covers the 162 months between January 1994 and June 2007.
The starting point is determined by the availability of EMBI+ bond indexes, which start in December 1993. The ending point is determined by the availability of U.S. foreign asset positions, which are currently available through June 2007. For some countries, equity or bond returns data start after January 1994. We add these countries to the U.S.
asset and liability portfolios when the data for both equity and bond returns become available (see the last column in Table I ). Countries added after January 1994 tend to have very low weights in both U.S. claims and liabilities portfolios, so our results are nearly identical if we restrict our study to countries with returns data for the entire sample period. Table II shows the descriptive statistics for aggregate equity weights in U.S. 
Descriptive statistics

The Returns Differential and its Decomposition
In this section we formally decompose the sources of the returns differential into three components; the composition, return, and timing effects.
Methodology
The average return on any portfolio p can be written as the time series average of the sum of the products of lagged asset weights and returns:
( 1) where w p j,t-1 is portfolio weight of asset j at the end of period t-1 (the beginning of period t), r p j,t is the period t return on asset j in portfolio p and N is the number of assets in the portfolio. Note first that that equation (1) can be also written as:
where p j w and p j r are the time-series averages of the weights and returns on asset j.
Equation (2) shows that the average portfolio return depends on two components: (i) average returns and average holdings, and (ii) the covariance of portfolio weights with subsequent returns. For investors whose portfolio weights and future returns move together, these covariances will tend to be positive. Note that if either returns or weights remain constant, the second term in (2) is zero and the portfolio return will depend only on average weights and average returns. If, as is more likely, investors change their portfolio weights and returns are not constant, the second term is potentially important. (3) Each line in equation (3) represents a component of the decomposition of the difference between the returns on U.S. claims and liabilities. The first line, the composition effect, is the sum of the differences between the average weights of each asset class in U.S. claims and liabilities, multiplied by the average of the claims and liabilities returns for the asset class. If U.S. and foreign investors put the same average weight on each asset class, the composition effect is zero. If U.S. investors put a higher weight on asset classes with higher average returns, the composition effect would be positive.
The second line, the return effect, is the sum of the differences between average claims and liabilities returns within each asset class, multiplied by the average weight of the asset class in claims and liabilities. If each asset class has the same average return in claims and liabilities, the return effect is zero. If average returns in each asset class tend to be higher for U.S. claims than for U.S. liabilities, the return effect will be positive.
The timing effects are captured by the third and fourth lines. Both lines are the sum of sample covariances between investors' weights on each asset class and subsequent returns on that asset class. This is a version of Grinblatt and Titman's (1993) measure of portfolio performance.
8 If U.S. investors put relatively high weights on assets that have subsequent high returns, these covariances will be positive and will contribute positively to the aggregate returns differential. In contrast, positive covariances between foreign investors' weights and subsequent returns will contribute negatively to the aggregate returns differential: The better the timing of foreign investors in the United
States, the lower the return on U.S. claims relative to U.S. liabilities. Therefore, foreign timing enters equation (3) with a negative sign.
Return, Composition and Timing Effects
In Table III we decompose the difference between the return on U.S. claims and liabilities into the composition, return, and timing effects. The composition effect is positive because U.S. claims are on average weighted toward equities, which have higher average returns than bonds. The composition effect is larger vis-à-vis emerging market countries (about 2.4 percent per year) than developed countries (about 1.5 percent per year). In both cases, however, the composition effect is not statistically significant.
9
The return effect is essentially zero. This indicates that within asset classes, U.S.
claims and U.S. liabilities tended to have similar returns over this sample period.
Although U.S. investors earned slightly more on foreign bonds than foreigners earned on 8 In general, the Grinblatt and Titman (1993) measure can be written as
where E(w j,t-1 ) is the expected weight on asset j at t-1 that needs to be estimated. As discussed in Wermers (2006) there are many approaches to estimating this expected weight. One possibility is to use the timeseries average weight as an estimate of the expected weight. Our timing effect uses this approach. Another possibility, suggested by Ferson and Khang (2003) , is to use buy-and-hold weights as an estimate of expected weights. Our trading effect, discussed below, uses the buy-and-hold weight as an estimate of the expected weight. 9 Because the composition effect is a product of two averages, its distribution is unknown. In order to assess statistical significance of the composition effect, we calculate its standard error using bootstrapping. We obtain 1000 different samples by drawing 144 observations from our data with replacement 1000 times. Using these samples we calculate 1000 compositions effects. The standard error of our original composition effect is the standard error of these 1000 composition effects. The z-statistic reported in the table is the original composition effect divided by the bootstrapped standard error. U.S. bonds, U.S. investors earned slightly less on foreign equities than foreigners earned on U.S. equities. The differences in returns within each asset class almost completely offset each other.
The last two columns in Table III show the foreign and U.S. timing effects; that is, the sums of covariances between asset weights and subsequent returns. Across all countries, the foreign timing effect is on average negative and statistically significant. Putting the top and bottom panels together, the source of the significant poor foreign timing result is evident. Foreigners actively reallocated from U.S. equities into U.S. bonds for much of the 1990s, missing much of the 1990s bull market in U.S.
equities. They then actively traded into U.S. equities for the final year of the bull market but also for a few more years (until about mid-2002), thereby bearing the brunt of a sharp sell-off in U.S. equities. In 2003 they shifted toward U.S. bonds at a time when equities were about to outperform bonds for the rest of the sample. It is precisely this switching into one asset class just prior to its underperformance that is behind the statistically significant poor foreign timing that we document. timing effect shows, in a statistical sense U.S. timing abroad is neither poor nor exceptional.
Which investors are behind the poor foreign timing effect?
We have shown that some of the returns differential owes to foreigners' poor timing in reallocating within their U.S. portfolios. A natural question to ask is, Which investors are behind the poor foreign timing effect? 11 We next provide some insight into this question.
One might suspect that the significantly negative timing effect for foreign investors owes to the mechanical accumulation of dollar reserves. For example, foreign governments could, for reasons that have nothing to do with expected portfolio returns, accumulate U.S. bonds just before U.S. bonds underperform. To see if reserve accumulation might be behind our timing result, we omit foreign governments'
investments by re-estimating the decomposition using aggregate private positions in the 11 We thank a referee for posing this question.
United States (Panel B of Table III) . 12 We find that foreign timing for foreign private investors is negative and statistically significant. The poor timing of private foreign investors strongly suggests that our foreign timing effect is not driven by mechanical dollar reserve accumulation.
We also split the sample between developed and emerging market countries. We find that foreign timing is significant and negative for developed countries ( securities is not driven by the mechanical accumulation of dollar reserves by emerging markets.
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Table III thus shows that there is a statistically significant poor foreign timing effect, that it is not due to mechanical reserve accumulation, and that it is concentrated in developed countries, not emerging markets. Exactly which countries are behind the poor foreign timing result? As Panel A of Table IV shows, the aggregate results on foreign timing appear to be driven mainly by some of the largest developed countries in the 12 Note that to the extent that some foreign governments hide their holdings of U.S. securities by using third-party (and third-country) custodians, some foreign government holdings might be in our foreign private data. Our guess is that this is more of an issue for Middle East oil exporters, which are not in our sample, and the U.K. 13 Separating emerging markets from developed countries helps to reinforce our results in Panel B on foreign private investors. The reinforcement is welcome because the split between foreign private investors and foreign governments is somewhat murky in the TIC data and, hence, in our dataset. With the exception of Japan, official purchases are likely negligible for developed countries, so the developed country sample in Panel C provides, at least to some extent, additional evidence on foreign private investors.
world-Japan and the large European countries of United Kingdom, Germany, France, Italy, Spain, and Netherlands-as well as Austria, Denmark, and Finland. In contrast, the reason for the lack of a significant timing result for emerging markets is evident in Panel B, as only 3 of 17 emerging markets have negative and statistically significant timing (Argentina, China, and Hungary). 
Timing due to trading vs. revaluation of existing positions
The timing effects documented in Tables III and IV are , to be precise, driven by two underlying components: the passive evolution of existing positions and active reallocation (trading). That is, the variation in weights on different asset classes is a function not only of active trading but also to some extent by returns on existing positions. For example, when equities do particularly well and investors do not rebalance their portfolios, the equity weight will rise. Our graphs in Figures 1-3 allow an analysis of active trading versus a lack of rebalancing, but the statistical work in Tables III and IV combined the two effects. In this subsection we more formally differentiate between timing that is a result of a passive strategy compared with deliberate trading.
Specifically, we decompose the timing effect into trading and passive effects.
Note that the weight of asset j at the end of t-1 that would have resulted from a buy-andhold strategy adopted k periods ago can be calculated as follows:
where w j,t-1-k is the actual weight at the end of t-1-k. This weight is then updated according to actual returns on asset j and returns on a buy-and-hold portfolio bh p r .
15 From this we can decompose the timing effect into the part that depends on the deviations of actual weights from buy-and-hold weights and the part that depends on the deviation of actual weights from average weights:
We refer to the first term on the right hand side of equation (4) as the trading effect. It measures the covariance between the deviations of actual weights from buy-andhold weights and subsequent returns. If investors tend to increase weights in assets that subsequently rise in value, this term will be positive. We call the second term the passive effect. It measures the covariance between the deviations of buy-and-hold weights from average weights and subsequent returns. This covariance will tend to be positive if returns are positively serially correlated. Table V shows the foreign and U.S. trading and passive effects. Both are calculated for different lags corresponding to different buy-and-hold weights. For example, lag 6 uses buy-and-hold weights that would have resulted from a buy-and-hold strategy adopted six months ago.
Panel A shows the results using all countries. The foreign trading effect is always negative and statistically significant. The passive effect is also always negative and sometimes significant. This indicates that both poor passive performance and ill-timed trading contribute to the negative foreign timing effect that we documented in Table III, but the trading effect is slightly more dominant. Foreign investors make new purchases (sales) that tend to be followed buy low (high) returns. Interestingly, even though the overall timing effect in Table III was statistically significant only for developed countries, the part of the timing effect that results from active trading is negative and significant in both developed and emerging market countries (Panels B and C). The size of the effect is about 3 basis points per month at the 12-month lag and 6 basis points at the 24-month lag. This translates to roughly 36 and 72 basis points per year. In contrast, the U.S. trading effect is almost always positive although never statistically significant.
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In Table VI we calculate the trading and passive effects for aggregate private positions in the United States. We find that foreign private positions also show a negative and statistically significant trading effect. This means that private foreign investors tend to buy (sell) assets that subsequently experience low (high) returns. This is also further evidence that our aggregate results are not driven by mechanical accumulation of dollar reserves; rather, they appear to be driven by the behavior of private investors.
Decomposition for two subsamples
In this subsection we investigate whether the decomposition of the returns differential varies over time. Our aim is to shed some light on which components of the returns differential are stable over time and which vary. In part, this is motivated by a desire to understand the permanency or transitory nature of any calculated returns differential.
In Table VII we split our sample into two periods: January 1994 through December 2000, and January 2001 through June 2007. We focus first on the items that appear to be transitory. The overall returns differential is negative (but not significant) in the first part of the sample, but highly positive in the second half (when the dollar was depreciating, increasing U.S. returns abroad). The composition effect was positive and significant in the first half, but near zero in the second half. The return effect was strongly negative in the first half and strongly positive in the second half. This is not surprising, as over short time periods the primary (but not sole) driver of the return effect (and the overall differential) are currency movements, and the dollar trended strongly in each subsample. Recall that over the entire sample the return effect is essentially zero (Table   III) .
The only item in Table VII that does not switch signs is the foreign timing effect, which is negative and statistically significant during both time periods. As in the full sample, U.S. timing remains statistically insignificant during both time periods. In Table VIII we decompose the timing effect into the trading and passive effects. We see that at the 12-and 24-month horizons the foreign trading effect is consistently negative and statistically significant in both sub-samples. The size of the trading effect is roughly the same in the two sub-samples as in the full sample. Therefore, poor timing of new sales and purchases by foreign investors in the United States seems rather persistent. It is worth emphasizing that the number of observations in the two sub-samples is relatively low.
Given the small number of observations, the significance and the robustness of the negative trading effect of foreign investors in the United States is striking. It strongly suggests that foreign poor timing is not driven by a few instances of bad luck.
Conclusion
By decomposing the U.S. external returns differential, our aim was to improve the understanding of the sources of the returns differential that the United States receives on its net international positions. We found evidence of poor timing of foreign investors' reallocations across U.S. equities and U.S. bonds. This poor timing-evident primarily in investment from rich, developed countries, especially European ones-lowered foreigners' returns on their U.S. portfolios by 67 basis points per year, thus contributing positively to the U.S. external returns differential. Although we find no evidence of superior market timing ability by U.S. investors abroad, they perform quite well relative to foreign investors in the United States.
For the current debate on global imbalances, it is important to know whether the poor foreign timing we document is permanent or transitory. Our estimate of poor foreign timing is stable over our 162-month sample, but we wonder if increasing financial integration, cross ownership of financial institutions, and improving information flows mean that any skill advantage-if it is (lack of) investment skill driving the timing effect-is likely to persist. 17 Should foreign investors improve their timing, the U.S.
external position would worsen at a faster pace.
Understanding why foreign investors consistently fail to anticipate shifts in relative returns on different asset classes is an important question for future research.
Even though we observe only foreigners' holdings in the U.S. and not their entire portfolio, piling into stocks as stocks are about to fall and vice versa can hardly be optimal. The fact that poor timing originates mostly from rich developed countries is inconsistent with the notion that it might be due to the forced trading of liquidity constrained foreign investors, since investors in emerging markets are more likely to face these constraints. Moreover, the variation of the timing and trading effects across countries does not appear to be correlated with geographic, cultural or linguistic distances. One possibility is that foreign investors in the United States chase returns as suggested in Bohn and Tesar (1996) and Brennan et al (2005) . It is also possible that U.S.
returns are less predictable than foreign returns, which would be consistent with studies that find negative market timing among U.S. mutual funds (see, for example, Ferson and Schadt 1996) . Poor foreign timing in the United States is also broadly consistent with Parwada, Walter, Winchester (2007) who, using proprietary trading data, find that foreign investors incur higher transaction costs than domestic (U.S.) investors, and Shukla and Inwegen (1995) , who find that U.K.-based mutual funds investing in the United States perform worse than U.S.-based mutual funds.
Another area for future research is foreign investors' reallocations within each asset class. We currently assume that foreigners invest in market indexes for both equity and bonds; that is, we assume that foreign investors' allocation within each asset class matches that of a combination of benchmark indexes for each asset class. This assumption is on solid footing, as security-level analysis of holdings suggests that at a point in time the bulk of cross-border holdings is in just those securities that are in benchmark indexes. But if over time foreign investors' poor timing within asset classes is as poor as is their timing between asset classes, then we underestimate the true magnitude of the timing and trading effects. 
S. Portfolio of Foreign Equity and Foreign Bonds
Country's weight in U.S. equity (bond) portfolio is the U.S. equity (bond) position in the country divided by the total U.S. equity (bond) position in all 36 countries included in the sample. Country's equity return is the average of simple monthly returns on MSCI gross U.S. dollar total return index expressed in percent. Except where noted, developed countries' bond returns are the weighted averages of simple monthly U.S. dollar returns on the country's GBI Broad 1-10 year bond index and the Lehman Corporate Eurodollar index where the weights on the Eurodollar index are the shares of dollar denominated bonds in U.S. holdings of foreign bonds. Similarly, emerging markets' bond returns are the weighted averages of simple monthly U.S. dollar returns on the country's EMBI+ index and the ELMI+ index. 
Table II Characteristics of U.S. Foreign Claims and Liabilities
Equity weight in U.S. claims is the share of foreign equities in U.S. investors' foreign bond and equities portfolio. Equity weight in U.S. liabilities is the share of U.S. equities in foreign investors' U.S. bond and equities portfolio. Returns on U.S. equities are the monthly simple returns on the U.S. MSCI gross return equity index. Returns on U.S. bonds are foreign-portfolio-weighted averages of Lehman Brothers Treasury, Corporate and Agency bond indexes. Returns on foreign equities are U.S.-portfolio-weighted averages of each country's simple monthly dollar return on its MSCI gross return equity index. Returns on foreign bonds are U.S.-portfolio-weighted averages of each country's bond returns. Except where noted in Table I , developed countries' bond returns are the weighted averages of simple monthly U.S. dollar returns on the country's GBI Broad 1-10 year bond index and the Lehman Corporate Eurodollar index where the weights on the Eurodollar index are the shares of dollar denominated bonds in U.S. holdings of foreign bonds. Similarly, emerging markets' bond returns are the weighted averages of simple monthly U.S. dollar returns on the country's EMBI+ index and the ELMI+ index. All data are from January 1994 through June 2007, unless otherwise noted in Table I 
Table V Decomposing the Timing Effect into Trading and Passive Effects
The covariance between lagged weights and returns (the timing effect) is decomposed into (1) the covariance between lagged deviations of actual from buy-and-hold weights and subsequent returns (the trading effect), and (2) the covariance of the lagged deviation of buy-and-hold weights from average weights and subsequent returns. Lag indicates the horizon of the buy-and-hold weight in months. Tstatistics are in parentheses. Statistical significance at the 1, 5, and 10 percent levels are denoted by ***, **, and *, respectively. The calculations in this table use aggregate private foreign positions in the U.S. The covariance between lagged weights and returns (the timing effect) is decomposed into (1) the covariance between lagged deviations of actual from buy-and-hold weights and subsequent returns (the trading effect), and (2) the covariance of the lagged deviation of buy-and-hold weights from average weights and subsequent returns. Lag indicates the horizon of the buy-and-hold weight in months.. T-statistics are in parentheses. Statistical significance at the 1, 5, and 10 percent levels are denoted by ***, **, and *, respectively. The covariance between lagged weights and returns (the timing effect) is decomposed into (1) the covariance between lagged deviations of actual from buy-and-hold weights and subsequent returns (the trading effect), and (2) the covariance of the lagged deviation of buy-and-hold weights from average weights and subsequent returns. Lag indicates the horizon of the buy-and-hold weight in months. Tstatistics are in parentheses. Statistical significance at the 1, 5, and 10 percent levels are denoted by ***, **, and *, respectively. The 12-month total return on U.S. equities is the return on the MSCI U.S. total return index. The 12-month total return on U.S. bonds is the foreign-portfolio-weighted average of Lehman Brothers Treasury, Corporate and Agency bond returns. Actual equity weight in U.S. portfolio liabilities is the share of U.S. equities in foreign investors' U.S. bond and equities portfolio. The 24-month buy-and-hold weight is the share of equity that would have resulted from a buy-and-hold strategy adopted 24 months ago. .45
Foreign
Figure 2 Foreign equity and bond returns and the equity weight in U.S. portfolio claims
The 12-month total return on foreign equities is the U.S.-portfolio-weighted average of each country's dollar return on its MSCI gross return equity index. The 12-month total returns on foreign bonds are U.S.-portfolio-weighted averages of each country's bond returns. Except where noted in Table I , developed countries' bond returns are the weighted averages of simple monthly U.S. dollar returns on the country's GBI Broad 1-10 year bond index and the Lehman Corporate Eurodollar index where the weights on the Eurodollar index are the shares of dollar denominated bonds in U.S. holdings of foreign bonds. Similarly, emerging markets' bond returns are the weighted averages of simple monthly U.S. dollar returns on the country's EMBI+ index and the ELMI+ index. Actual equity weight in U.S. claims is the share of foreign equities in U.S. investors' foreign bond and equities portfolio. The 24-month buy-and-hold weights is the share of equity that would have resulted from a buy-and-hold strategy adopted 24 months ago. For developed countries with significant negative timing effects in Table IV , the thick lines depict actual equity weights (the actual share of U.S. equities in the country's investors' U.S. bond and equities portfolio) and the thin lines 24-month buy-and-hold weights (the share of equity that would have resulted from a buy-and-hold strategy adopted 24 months ago). 
